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PART I - FINANCIAL INFORMATION

Item 1. - Financial Statements

COMMUNITY FIRST BANCORPORATION
Consolidated Balance Sheets

Assets

Cash and due from Danks ...ttt ittt ettt ettt e ettt eeeeee e eaeeeeeeeeeaaeaaeenns
Interest bearing balances due from banks ... ...ttt ittt ettt et
Federal funds SOLd ...ttt ittt it ettt e ettt aee ettt ae e e

Cash and cash equUivalent s ...ttt ittt ittt ittt e ee ettt aeeeeeeseeaeeeeeeeeaneeens
Securities availlable—for—Sale ... ittt ittt ittt et ettt et e e e e e
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Securities held-to-maturity (fair wvalue $7,181 for 2006 and $7,671 for 2005) ..............
Other InVeStmMENE S & . ittt ittt it e e e e ettt e e ettt eaee e eeaeeeeeeeeaaeaeeeeeaan
7T o e

AlloWanCe fOr 10AN 10SSES it ittt ittt e e e ettt e ee e et eaeeeeeeeeeaeeeeeeeeeeeeeeeeeenns

T = 0 = T 0 L
Premises and equUipment — Nel ...ttt ittt ittt e e et ettt e aee ettt e
Accrued Interest receivabhle . ...ttt e et e e e e et e e e e e e e e et e e
(Ol o L = = 0 i Y

[ wi= T R = i O

Liabilities
Deposits
Noninterest DEarIing . i ittt ittt it et e e ettt ettt ettt ae et eaeeeee e
Interest Deardng ittt ittt et et e et e e et e e e et e e e

ToLal dePOSI S it ittt ittt e et e e e e e e e e e e e e e e e e e et
Accrued Interest pPayvable ...t e e e e e e et e e e et e e e e e
1) oTeBan el it 1 H 0T B b ol @) 1 o L =
T o X B a1 H e L o i
[ o o T e = B i =

Total 1idabilitdes ittt it et e e e et e e e e e e et et e e e e

Shareholders' equity
Common stock - no par value; 10,000,000 shares authorized; issued and

outstanding - 2,798,409 for 2006 and 2,798,409 for 2005 ...ttt ittt ittt eennanns
Additional paid—In Capifal ..ttt ittt et e et e e e e ettt e et e
Retained Earning s & i ittt et e e ettt et e e e e e ettt e et et et
Accumulated other comprehensive InCOME (LOSS) v v ittt tmn e e oot eeeneeeeeeeeaseeeeeeenneeens
Total shareholders ' EgUIitY i it i ittt it ettt ettt et e ettt et ae e eeneeeeeneanns

Total liabilities and shareholders' equUity ...ttt ittt ittt ettt eeeeeeeeeanns

See accompanying notes to unaudited consolidated financial statements.

3
COMMUNITY FIRST BANCORPORATION
Consolidated Statements of Income
Pe
Three Months
2006 2005
(Dollars in
Interest income
Loans, including fees ...ttt ittt ittt ittt $3,343 $2,82
Interest bearing balances due from banks .................. 2

Securities
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=V o 2 957
TAX—EXEMPEL 4t e et et ettt et e e e e et eeeeeeee e 158
Other dnvestment s ...ttt ittt et ettt ettt aaeeaeennn 13
Federal funds s0ld ...ttt ittt it ettt eaaeeaeens 330
Total interest 1NnCOmMEe ... ittt ittt ittt sttt eeenenanns 4,803

Interest expense

Time deposits $100M and OVET ..ttt teeeennneeeeeeeennnnns 733
Other deposSits v ittt ittt e e ettt e e e et e et e 1,757
Short—term bDoOrroWings . ...ttt ittt ettt e eeeeeeeanns -
Long—term debt .. ...ttt e e e e e e e e 61
Total Interest exXPensSe ...ttt ittt tteeeeeeeeanns 2,551

Net dnterest 1nCome . ... ittt ittt ettt ettt ettt eneeaens 2,252
Provision for 1o0an 1OSSES v ittt ii i ittt eeeeeeeenneeeeeeeanns 25
Net interest income after provision ..........ciiiiiiinnnnn. 2,227

Other income

Service charges on deposit accounts ..........ceoueeieeeeenennn. 382
Credit related deposit fees ..... it ieennnnns 76
Credit life insurance commissions ........c.oeiiieeeennnnnns 12
Other 1nCoOme ...t ittt it et e et e et et e et e eaaeeaeenes 69

Total other INnCOmME . ...ttt i ettt teeeeeeeeanns 539

Other expenses

Salaries and employee benefits ...... ... 919

Net OCCUPANCY EXPENSE vt vttt v e e e e e e eenneeeeseenneeeeeeeenns 79
Furniture and equipment €XPenSe . ... ... iiieeteeennnneennn 100
Amortization of computer software ........... ... 73

ATM interchange and related eXpenses ..........ieeuiuiueeeen. 64
Directors' fees ...ttt e e i i e e 65
Other EXPENSE ittt ittt ittt et e ettt e e e e e e e 376
Total Other eXPEeNSES ..ttt ittt ettt et eeeeeeeeeeanns 1,676

Income before 1ncome LaXesS ..t ii ittt ittt eeeeeeeeeeeeeeneeanns 1,090
INCOME TAX EXPEIISE & vttt ettt aaee e e e eeaneeeeeseeneeeeeeeenneeens 348
NEet INCOME it ittt ettt e e et e e et e ettt et e e ettt ettt ettt S 742

Per share*
NEetl INCOME ittt ettt et ettt ettt eeeeeeeeneaeeeeseeeennaaees $ 0.27
Net income, assuming dilution ............iiiiiinenneeennnn 0.25

* Per share information has been retroactively adjusted to reflect a 5% stock
dividend effective November 30, 2005.

See accompanying notes to unaudited consolidated financial statements.

COMMUNITY FIRST BANCORPORATION
Consolidated Statements of Changes in Shareholders' Equity
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(Unaudited)

Common Stock

———————————— Additional
Number of Paid-in Re
Shares Amount Capital Ea

(Dollars in thou
Balance, January 1, 2005 ... ..ttt ennn. 2,648,230 S 24,216 $ - $

Comprehensive income:
Net 1nCOme ..ttt ittt e e et ettt et - - -

Unrealized holding gains and losses
on available-for-sale securities
arising during the period, net of
income taxes of $229 ... ...t e - - -

Total other comprehensive income ..............

Total comprehensive income ..............ou...

Exercise of employee stock options ................ 375 2 -
Balance, June 30, 2005 ... .i ittt eennnnnnnnn 2,648,605 S 24,218 $ - $
Balance, January 1, 2006 ... uiiiiieeeeeeennnnnnans 2,798,409 S 26,956 $ - $

Comprehensive income:
Net 1nCOme ..ottt ittt e et e ettt e - - -

Unrealized holding gains and losses

on available-for-sale securities

arising during the period, net of

income taxes of $255 ... ... ..., - - -
Total other comprehensive income ..............

Total comprehensive income ..............0u...

Share-based compensation, net of income
taxes 0f $23 .. e e e - - 100

Balance, June 30, 2006 .........iiiiiiiiiinnn. 2,798,409 $ 26,956 $ 100 $
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See accompanying notes to unaudited consolidated financial statements.

COMMUNITY FIRST BANCORPORATION
Consolidated Statements of Cash Flows

Operating activities

D LS 5 o X 1)
Adjustments to reconcile net income to net
cash provided by operating activities

Provision fOr 10an L1OSSES v ittt ittt teee ettt eaeeeeeeeeeaeeeeeeeeeaeeeeeeeanns
|y it Y e = i X 3 o O
Amortization of net loan fees and COSES ..t ittt ittt ittt et ettt et
Securities accretion and premium amortization . ........iii ittt e
Gain on sale Of foreclosed ASSel S v ittt i ittt ittt ettt ettt ettt
Increase in interest receivable .. ...ttt ittt et e e ettt e e
Increase 1n dnterest payvable ...ttt ittt et ettt e e e e e e
(Increase) decrease in prepaid expenses and other assets .......iiiiiiiiinnneeennnn.
Increase 1in Other aCCrUEd EXPENSES &t ittt ittt eeeeeeeneeeeeseeaeeeeeeeeeneeens
Writedowns oOf foreclosed asSSel s v i ittt ittt ittt et ettt e eaeeeeeaeeeaneens
Share-based COmMPENSatiOn ..ttt i it ittt e e e ettt e taeee et aeeeeeeeeeaneeeeeens

Net cash provided by operating activities ... ...ttt teteeeeeneenns

Investing activities
Purchases of available—-for—-sale SeCUrIties ...ttt ittt ittt et ettt eeaeaeeeneenns
Maturities, calls and paydowns of securities available-for-sale .........ciiiiiiiiennnn
Maturities, calls and paydowns of securities held-to-maturity ..........cciiiiiiienennn..
Purchases of other Investment S ... ..ttt ittt ettt et e ettt ae e eeaeaeeeneanns
Net increase in loans made tO CUSLOMET S ittt ittt ittt ittt ettt eeeeeeeeeeaeeeeeeeeeneeens
Purchases of premises and eqUipPmMent ... ittt ittt ittt ettt et ettt aeeeeeeeeeaeaeeeneenns
Proceeds of sale 0f forecClosed aSSel S ittt i ittt ettt et eee et eeaeeeeeeeeeneeeeeneenns

Net cash used by investing activities . ... ..ttt ittt teeeieeneennn

Financing activities

Net increase (decrease) in demand deposits, interest

bearing transaction accounts and Savings ACCOUNLS i ittt ittt n ettt tneeeeeeeeaneeeeenns
Net increase (decrease) in certificates of deposit and other

Lo 1 LT e £ o T = I i
Decrease 1n short—term DoOrroOWing S . it ittt ittt it ettt et et ettt eaeeeeeeeeeaeeeeeneenns
Repayments of long—term debt ... ..ttt ittt ettt ettt ettt aeeeee et eeaeeeeeeeean
Exercise of employee stoCK OpPLIOnS ..ttt ittt ittt e e e e ettt et ettt

Net cash provided (used) by financing activities ........ it eennnn.
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Decrease in cash and cash equivalents .. ...ttt ittt ittt eeeeeeeeeeennenns
Cash and cash equivalents, beginning ... ...ttt ittt ittt eeeeeeeeeeeanenns

Cash and cash equivalents, ending ... ..ttt ittt neeeeeeeeeeeeeeeeeeeeeeeeeaneens

Supplemental Disclosure of Cash Flow Information
Cash paid during the period for

Interest, net of $18 capitalized during construction during 2006 ..........
TN COME LaAXE S ittt it i it ittt ettt it e te et ettt e neeoneeaseneeeneeanenneeeneennens

Noncash investing and financing activities:

Other comprehensive InNCoOmME (LOSS) v ittt i i ittt it eeeeeeeeeeneeeeeeeeeneeens

See accompanying notes to unaudited consolidated financial statements.

COMMUNITY FIRST BANCORPORATION
Notes to Unaudited Consolidated Financial Statements

Accounting Policies - A summary of significant accounting policies is included

in Community First Bancorporation's (the "Company") Annual Report on Form 10-K
for the year ended December 31, 2005 filed with the Securities and Exchange
Commission. Certain amounts in the 2005 financial statements have Dbeen

reclassified to conform to the current presentation.

Management Opinion - In the opinion of management, the accompanying unaudited
consolidated financial statements of Community First Bancorporation reflect all
adjustments necessary for a fair presentation of the results of the periods
presented. Such adjustments were of a normal, recurring nature.

Nonperforming Loans — As of June 30, 2006, there were $497,000 in nonaccrual
loans and no loans 90 days or more past due and still accruing interest.

Earnings Per Share - Basic earnings per common share is computed by dividing net
income applicable to common shares by the weighted average number of common
shares outstanding. Diluted earnings per share 1s computed by dividing
applicable net income by the weighted average number of common shares
outstanding and any dilutive potential common shares and dilutive stock options.
It is assumed that all dilutive stock options are exercised at the beginning of
each period and that the proceeds are used to purchase shares of the Company's
common stock at the average market price during the period. All 2005 per share
information has Dbeen retroactively adjusted to give effect to a 5% stock
dividend effective November 30, 2005. Net income per share and net income per
share, assuming dilution, were computed as follows:

2006

(Unau
Period En

2005

(Dollars in thousands,

Net income per share, basic
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Numerator — net InCome . .... ..ttt iinneeeeeeennenns $ 742
Denominator
Weighted average common shares
issued and outstanding ...........iiiiiiitaeaann 2,798,409
Net income per share, basic ........... ... $ 27

Net income per share, assuming dilution

Numerator — net IncCome . .......iiiiitimnneeeeeennenens S 742
Denominator
Weighted average common shares
issued and outstanding ..........eiiiiitttteee.n 2,798,409
Effect of dilutive stock options ......... ... ... 206,287
Total SharesS .. ii ittt ittt it eee e 3,004,696
Net income per share, assuming dilution .......... $ .25

Stock-Based Compensation - As of June 30, 2006, the Company has two stock-based
compensation plans. Effective January 1, 2006, the Company began accounting for
compensation expenses related to stock options granted to employees and
non-officer directors under the recognition and measurement principles of
Statement of Financial Accounting Standards No. 123 (revised 2004), "Share-Based
Payment" ("SFAS 123 (R)) using the modified prospective application method. Total
share-based compensation expenses included in salaries and employee benefits and
directors fees were $40,000 and $38,000, respectively, for the three month
period, and $60,000 and $63,000, respectively, for the six month period ended
June 30, 2006.

Item 2. - Management's Discussion and Analysis of Financial Condition and
Results of Operations

Forward Looking Statements

Statements included in this report which are not historical in nature
are intended to be, and are hereby identified as "forward looking statements"
for purposes of the safe harbor provided by Section 21E of the Securities
Exchange Act of 1934, as amended. Forward-looking statements include statements
concerning plans, objectives, goals, strategies, future events or performance
and underlying assumptions and other statements which are other than statements
of historical facts. Such forward-looking statements may be identified, without
limitation, by the use of the words "anticipates," "believes," "estimates,"
"expects," "intends," "plans," "predicts," "projects," and similar expressions.
The Company's expectations, Dbeliefs and projections are expressed in good faith
and are believed by the Company to have a reasonable Dbasis, including without
limitation, management's examination of historical operating trends, data
contained in the Company's records and other data available from third parties,
but there <can be no assurance that management's beliefs, expectations or
projections will result or be achieved or accomplished. The Company cautions
readers that forward-looking statements, including without limitation, those
relating to the Company's recent and continuing expansion, 1its future business

$ 977
2,780,824
$ .35
$ 977
2,780,824
193,383
2,974,207
$ .33
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prospects, revenues, working capital, liquidity, capital needs, interest costs,
income, and adequacy of the allowance for loan losses, are subject to risks and
uncertainties that could cause actual results to differ materially from those
indicated in the forward-looking statements, due to several important factors
herein identified, among others, and other risks and factors identified from
time to time in the Company's reports filed with the Securities and Exchange
Commission. The Company undertakes no obligation to publicly update or revise
any forward-looking statements, whether as a result of new information, future
events or otherwise.

Changes in Financial Condition

During the three months ended June 30, 2006, loans grew by $14,635,000,
or 8.5%. This growth was funded primarily Dby reducing the amount of federal
funds sold by $13,398,000 during the quarter. Interest-bearing deposits
increased by $2,819,000 during the 2006 second quarter. Average interest bearing
transaction accounts in the second quarter of 2006 were approximately $9,000,000
more than the 2006 first quarter average amount, primarily due to promotional
interest rates offered in conjunction with the opening of the Company's new
office in Seneca, SC. Average savings deposits were approximately $16,000,000
less in the second quarter of 2006 than in the first quarter.

During the first six months of 2006, interest ©bearing deposits
increased by $19,488,000, or 8.1%. These funds were used to repay short-term
borrowings of $3,500,000 and long-term debt of $1,000,000, to fund growth in
loans, and to purchase securities. Loans increased by $16,732,000 or 9.9% and
securities available-for-sale increased by $4,248,000 or 4.2%.

The Company believes that it continues to have sufficient flexibility
to fund loan requests or make 1investments 1in securities at attractive yields,
and to meet normal demands for deposit withdrawals by its customers, while
maintaining 1its exposure to any further increases 1in interest rates at an
acceptable level.

Results of Operations
Three Months Ended June 30, 2006 and 2005

The Company recorded consolidated net income of $742,000 or $.27 per
share for the second quarter of 2006. These results are less than earnings per
share of $.35 for the second quarter of 2005. Net income per share, assuming
dilution was $.25 for the 2006 quarter and $.33 for the 2005 period. Net income
per share amounts for 2005 have been retroactively adjusted to reflect a five
percent stock dividend effective November 30, 2005.

Early in the 2006 second quarter, the Company moved its corporate

offices into, and opened a new retail Dbanking office in, a newly constructed
building in Seneca, SC. In conjunction with the opening of this new office, the
Company offered promotional interest rates on certain deposit accounts, and

incurred other promotional expenses. Loans outstanding increased during the 2006
second dquarter largely as a result of the opening of the new Dbanking office.
Additional personnel were hired to staff the new retail office and occupancy and
other fixed assets expenses also increased. Salaries and employee benefits and
directors' fees for the 2006 three month period also include approximately
$78,000 which represents the effect of the adoption of SFAS 123 (R) using the
modified prospective method.
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For the Three Months Ended June 30, 2006
Interest INCOME ..t ittt ittt ettt ettt e e enaeenn $ 4,803
Interest EXPENSE & ittt ittt it ettt teeeeeee e 2,551
Net interest income ........c.i ittt tneeneennnnn 2,252
Provision for loan loOSSES ..t iiiiie et tenneneeneenns 25
Noninterest 1NCOME . ... ittt ittt ittt et eeeeeeeenns 539
Noninterest EXPEeNSES . it ittt eeeeeeeenneeeeeeeenns 1,676
INCOME LAX EXPENSE it vttt o teeeee e eeaneeeeeseeneenens 348
Net 1nCOmMEe ..ttt ettt e ettt et e eeeeeeeeeennnns S 742

Six Months Ended June 30, 2006 and 2005

The Company recorded consolidated net income of $1,653,000 or $.59 per
share for the first half of 2006. These results are less than earnings per share
of $.68 for the same period of 2005. Net income per share, assuming dilution was
$.55 for the 2006 six months and $.63 for the same period of 2005. Net income
per share amounts for 2005 have been retroactively adjusted to reflect a five
percent stock dividend effective November 30, 2005.

The results for the 2006 six-month period reflect the promotional and
other expenses of the new Seneca office building referred to above and the
effects of adopting SFAS 123 (R). Salaries and employee benefits and directors'
fees for the 2006 six month period include approximately $123,000 representing
the effect of the adoption of SFAS 123 (R) using the modified prospective method.

For the Six Months Ended June 30, 2006

Interest INCOME . ittt ittt ettt et et ettt ee e $ 9,450
INterest EXPENSE & ittt ittt ettt ettt e 4,881
Net interest dincome ........ ittt ittt eneeneenns 4,569
Provision for loan loOSSEeS ..ttt iii ittt enneenens 50
Noninterest IncCome . ... ..ttt ii it teetneeeeeeneenns 1,078
Noninterest EXPEeNSES v vt ittt ee et eeeneeeeeeeeannens 3,112
INCOME TAX EXPENSE v vt e ettt oaeeeee s eeaneeeeeseeannns 832
L= S 1o ) 1= $ 1,653

Net Interest Income

Summary Inc

(Dollars i

2005

Summary Inc

(Dollars i

2005

$ 7,758
2,971

10
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Net interest income is the principal source of the Company's earnings.
During the second quarter of 2006, the Company offered above-market promotional
interest rates on certain deposit products in conjunction with the opening of a
new retail banking office in Seneca, SC. These promotional rates significantly
increased the Company's interest expense. Management expects that the Company's
net interest income and the related metrics, such as the rates paid on interest
bearing transaction accounts and savings deposits, rates paid on interest
bearing 1liabilities, and interest rate spread and net yield on earning assets,
will return to more normal levels throughout the remainder of 2006.

Three Months Ended June 30, 2006 and 2005

For the second quarter of 2006, net interest income totaled $2,252,000,
a decrease of $143,000 or 6.0% from the amount for the same period of 2005. The
average yield on interest earning assets increased to 6.01% for the 2006 period,
compared with 5.39% for the 2005 period, due to higher rates earned on all
categories of earning assets. However, largely in response to special
promotional rates, the average rate paid for interest-bearing liabilities
increased to 3.89% for the 2006 quarter, compared with 2.56%, for the 2005
quarter. Accordingly, the average interest rate spread for the 2006 period was
71 basis points lower than for the 2005 period.

Average Balance
Three Months

9
2006
Interest
Average Income/
Balances Expense
Assets
Interest-bearing balances due from banks ...............c0c.... S 92 S 2
Securities
= = o 20 Y 99,894 957
Tax eXeMPEL (2) t ittt it ittt et ettt ee et e eaeeeeeeeeeaaean 16,283 158
Total investment securities ........ ...t eo.. 116,177 1,115
Other dnvestment s ... ..ttt ittt ettt e eeeeeeeeeannnn 980 13
Federal funds SOld ..t ii it iin ittt teeeteeeeeeeeeeneeeeeeneean 27,163 330
Loans (2) (3) () vttt ittt ettt ettt 179,896 3,343
Total interest earning assets .........ciiiiiiiieeee.o.. 324,308 4,803
Cash and due from banks ... ...ttt ittt ittt eeeeeeeeneean 6,615
Allowance fOr 10aAN L10SSES v it ittt ittt ettt ettt (2,2606)
Valuation allowance - Available-for-
SAle SECUTILIES v it ittt ittt et e e e e e e e e e e e e e e e e e (2,891)
Premises and equipment . ... ...ttt ittt ettt 7,507
Ot T AS S S ittt ittt it ettt e et et et e et e e e et e 3,988
TOLAL BSSEE S ittt ittt ittt ettt ettt ettt ettt $ 337,261

Liabilities and shareholders' equity

Yields
Rates (1

w W

~N DO Ww
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Interest bearing deposits

Interest bearing transaction accounts .................... $ 44,578
1= o Y = 28,053

Time deposits $100M and OVET ..ttt teeenennnneeeeeenennns 73,060
Other time deposits ..ttt it ittt et e ettt e e 114,273
Total interest bearing deposits .........cciiiiiee.... 259,964
Short—term boOrroWings ...ttt ittt ettt e ettt aeeeeeeeens -
Long—term debt ... ittt e e e e e e e e e et e e 6,335
Total interest bearing liabilities ................... 266,299
Noninterest bearing demand deposits ..... ... 38,705
Other 1iablilifies v it ittt ittt et ettt ettt ettt et e eaeeaneean 2,546
Shareholders' equUity ..ttt ittt ettt e et ettt et e 29,711
Total liabilities and shareholders' equity ........... $ 337,261

Interest rate spread ... ..ttt e e e e e e e
Net interest income and net yield

ONn earnNing assets . ...ttt e e e e

Interest free funds supporting earning assets .........ccccco... $ 58,009

(1) Yields and rates are annualized

(2) Yields on tax exempt instruments have not been adjusted to a tax-equivalent
basis.

(3) DNonaccrual loans are included in the average loan Dbalances and income on
such loans is recognized on a cash basis.
(4) Includes immaterial amounts of loan fees.

10

The Company continues to pursue a strategy to increase its market share
in its local market areas in Anderson and Oconee Counties of South Carolina.
Oconee County is served from four offices which are located in Seneca, Walhalla

and Westminster. The Company currently is using its temporary facility at the
Westminster location. There presently are no firm plans, timetables or budgets
for constructing a permanent facility for this office. The Anderson County

market is served from offices in Anderson and Williamston. The Company is
planning to open an additional office on Highway 81 in Anderson County.
Construction is expected to begin during the fourth quarter of 2006.

Six Months Ended June 30, 2006 and 2005

For the first half of 2006, net interest income totaled $4,569,000, a
decrease of $218,000 or 4.6% from the amount for the same period of 2005. The
yield on interest earning assets increased to 5.82% for the 2006 period,
compared with 5.22% for the 2005 period, due to higher rates earned on all
categories of earning assets, but especially as related to loans. A significant
portion of the Company's loans are variable rate instruments that are repriced
in response to changes 1in the "prime rate." Also, for loans with original
anticipated maturities of more than five years, the Company generally includes a
provision that allows it to adjust the interest rate on each loan at least every
five years.

Largely in response to special promotional rates offered beginning in
the second quarter of 2006, the average rate paid for interest-bearing
liabilities increased to 3.63% for the 2006 six-month ©period, compared with
2.43%, for the same period of 2005. Accordingly, the average 1interest rate
spread for the 2006 period was 60 basis points lower than for the 2005 period.

s 356 3.24%
185 2.67%

733 4.07%
1,216 4.32%
2,490 .88%

- 0.002

61 3.912
2,551 3.892
2.12

$ 2,252 2.82

12
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Assets

Interest-bearing balances due from banks

Securities
Taxable
Tax exempt (2)

Total investment securities

Other investments
Federal funds sold
Loans (2) (3) (4)

Total interest earning assets

Cash and due from banks
Allowance for loan losses

11

Valuation allowance - Available-for-

sale securities
Premises and equipment
Other assets

Total assets

Liabilities and shareholders'
Interest bearing deposits

Interest bearing transaction accounts

Savings
Time deposits $100M and over
Other time deposits

Total interest bearing deposits

Short-term borrowings
Long-term debt

Total interest bearing liabilities
Noninterest bearing demand deposits

Other liabilities
Shareholders' equity

Total liabilities and shareholders'

Interest rate spread

Net interest income and net yield

on earning assets

Interest free funds supporting earning assets

equity

Average Balance
Six Months

2006
Interest
Average Income/ Yields
Balances Expense Rates (1
(Dollar
$ 132 $ 4 6.11%
100, 649 1,888 3.78%
14,274 278 3.93%
114,923 2,166 3.80%
964 24 5.02%
36,162 823 4.59%
175,438 6,433 7.39%
327,619 9,450 5.82%
6,715
(2,265)
(2,560)
7,266
3,933
$ 340,708
$ 40,185 $ 497 2.49%
36,089 499 2.79%
74,767 1,465 3.95%
113,612 2,295 4.07%
264,653 4,756 3.62%
38 2 10.61%
6,417 123 3.87%
271,108 4,881 3.63%
37,562
2,525
29,513
$ 340,708
2.19%
S 4,569 2.81%
$ 56,511
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(1) Yields and rates are annualized
(2) Yields on tax exempt instruments have not been adjusted to a tax-equivalent
basis.

(3) ©Nonaccrual loans are included in the average loan Dbalances and income on
such loans is recognized on a cash basis.
(4) Includes immaterial amounts of loan fees.
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Provision and Allowance for Loan Losses

The provision for loan losses was $25,000 for the second quarter of
2006, compared with $75,000 for the comparable period of 2005. For the first
half of 2006, the provision for loan losses was $50,000, a decrease of $165,000
from the $215,000 recorded for the first half of 2005. At June 30, 2006, the
allowance for loan losses was 1.22% of loans, down slightly from 1.34% at
December 31, 2005.

For the first six months of 2006, net charge-offs totaled $47,000,
compared with $118,000 in net charge offs during the same period of 2005. As of
June 30, 2006, there were $497,000 in nonaccrual loans and no loans 90 days or
more past due and still accruing interest. As of June 30, 2005, there were
$1,158,000 in nonaccrual loans and no loans 90 days or more past due and still
accruing interest. The activity in the allowance for loan losses is summarized
in the table below:

Six Months
Ended
June 30, 2006

Allowance at beginning of period ....... ..ttt $ 2,266
Provision for 10an 1OSSES v ittt ittt ittt eeee et eeaeeeeeeeeeneeens 50
Net charge—0ffs ..ttt et e e e e e ettt et ettt eaeeeeaen (47)
Allowance at end Of Period ...ttt ittt it e e e e e $ 2,269

Allowance as a percentage of loans outstanding
At Period End ..t e e e e e e e e e e e e e e e e 1.22%
Loans at end 0f Period .. ii it ittt ittt ettt ettt $ 186,050

13

Non-Performing and Potential Problem Loans
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90 Days or

More Past Due Total Perc

Nonaccrual and Still Nonperforming of

Loans Accruing Loans I

(Dollars in thousands)

January 1, 2005 .....iiiiiinnnnn.. $ 1,465 S 9 $ 1,474 0.
Net change ........cc.iiiiinnn.. (288) (9) (297)

March 31, 2005 ....iiiiiiinnnnnn.. 1,177 - 1,177 0.
Net change ........cc.iiiiiienn.. (19) - (19)

June 30, 2005 ...ttt 1,158 - 1,158 0.
Net change ........cciiiiiiinnn.. (189) - (189)

September 30, 2005 ............... 969 - 969 0.
Net change ........cciiiiiiinnn.. (69) 5 (64)

December 31, 2005 ..........c0c.... 900 5 905 0.
Net change ........cciiiiiiinnn.. (321) (5) (326)

March 31, 2006 ... iiiennnnnnnnn. 579 - 579 0.
Net change ........cciiiiiiiannn.. (82) - (82)

June 30, 2006 ...ttt iinnnnnnenns S 497 S - S 497 0.

Potential problem loans include loans, other than non-performing loans,
that management has identified as having possible credit problems sufficient to
cast doubt upon the abilities of the Dborrowers to comply with the current
repayment terms. Since March 31, 2006, loans totaling $1,390,000 moved into
potential problem loans, of which $1,328,000 are <collateralized by real estate
mortgages. Potential problem loans that totaled $454,000 as of March 31, 2006
were no longer included 1in ©potential problem loans as of June 30, 2006,
including loans totaling $68,000 as of March 31, 2006 that were charged off
during the second quarter of 2006. Other changes, including payments received
and increases to, also occurred during the. Management believes that the
increase 1in potential problem loans 1in the first half of 2006 reflects
circumstances unique to each individual borrower.

Noninterest Income

Noninterest income totaled $539,000 for the second quarter of 2006,
compared with $551,000 for the 2005 quarter. Service charges on deposit accounts
in the 2006 second quarter were $382,000 representing a decrease of $25,000 from
the prior year quarter and fees from an overdraft privilege product were $18,000
more in the 2006 second quarter than in the 2005 quarter. Mortgage brokerage
income in the second quarter of 2006 was approximately $14,000 less than in the
2005 quarter. There were no sales of any securities in either the 2006 or 2005
second quarter.

For the six months ended June 30, 2006, noninterest income totaled
$1,078,000, compared with $1,038,000 for the same period of 2005. Service
charges on deposit accounts in the 2006 six months period were $746,000
representing a decrease of $12,000 from the prior year period. Fees from an
overdraft privilege product were $36,000 more in the 2006 six months period than
in the 2005 period. Mortgage brokerage income in the 2006 six months period was
approximately $14,000 less than in the 2005 period. There were no sales of any
securities in either the 2006 or 2005 six months period. A gain of $31,000 from
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the sale of foreclosed assets was recognized in the 2006 period, but there was
no comparable activity in the 2005 period.

Noninterest Expenses

Noninterest expenses totaled $1,676,000 for the second gquarter of 2006

compared with $1,352,000 for the same quarter of 2005, representing an increase
of $324,000 or 24.0%. Salaries and employee benefits increased by $289,000, or
45.9%, to $919,000. This 1increase resulted primarily from normal salary
increases, which are granted from time to time, 1increases 1in the number of
employees associated with staffing for Company's new Seneca office and higher
costs of providing health insurance Dbenefits. Also, for the 2006 six months
period, this category includes $40,000 of share-based compensation expenses that
resulted from the adoption of SFAS 123 (R). Partially offsetting these increases

was an $85,000 decrease in estimated employee incentive bonuses in the 2006 six
months period compared with the 2005 period.
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Occupancy and furniture and equipment expenses for the second quarter
of 2006 increased by $29,000 compared with the same quarter of 2005 primarily
due to the Company's occupancy of new corporate offices and the opening of a new
full-service Dbanking office as well as higher maintenance expenses associated
with the Company's equipment. Directors' fees for the 2006 three month period
include $38,000 of share-based compensation expenses that resulted from the
adoption of SFAS 123(R). 1In addition, higher expenses were noted in the 2006
second quarter for stationery, supplies and promotional expenses resulting from
the opening of the new corporate offices and an additional banking office. Some
expense decreases were experienced in the 2006 three month period for expenses
related to foreclosed assets.

For the six months ended June 30, 2006, salaries and employee benefits
increased by $307,000, or 22.9%, over the amount for the 2005 period. Salaries
and employee Dbenefits for the 2006 six months period includes share-based
compensation expense of $60,000 resulting from the implementation of SFAS
123 (R). Net occupancy and furniture and equipment expenses increased by an
aggregate of $50,000, or 16.6%. During the first six months of 2006, the Company
moved its corporate offices into a newly constructed office building in Seneca,
SC that also houses a new full-service banking office. The increases in salaries
and benefits and occupancy and furniture and fixtures expenses resulted
primarily from those events. Directors' fees for the 2006 six-month period
included $63,000 of share-based compensation expenses that resulted from the
adoption of SFAS 123 (R).

Liquidity

Liquidity is the ability to meet current and future obligations through
the ligquidation or maturity of existing assets or the acquisition of additional
liabilities. The Company manages both assets and 1liabilities to achieve
appropriate levels of liquidity. Cash and short-term investments are the
Company's primary sources of asset liquidity. These funds provide a cushion
against short-term fluctuations in cash flow from both deposits and loans.
Securities available-for-sale are the Company's principal source of secondary
asset 1liquidity. However, the availability of this source is influenced by
market conditions. Individual and commercial deposits are the Company's primary
source of funds for credit activities. The Company has significant amounts of
credit availability wunder its FHLB lines of credit and federal funds purchased
facilities.

16



Edgar Filing: COMMUNITY FIRST BANCORP - Form 10-Q

As of June 30, 2006, the ratio of loans to total deposits was 61.9%,
compared with 60.5% as of December 31, 2005. Deposits as of June 30, 2006 were
$300,406,000, an increase of $20,413,000 or 7.3% over the amount as of December
31, 2005. Management believes that the Company's liquidity sources are adequate
to meet its operating needs.

Capital Resources

The Company's capital base increased by $1,298,000 since December 31,
2005 as the result of net income of $1,653,000 for the first six months of 2006,
$100,000 added pursuant to share-based compensation expenses recognized during
the period, net of income tax effects, less a $455,000 change in wunrealized
gains and losses on available-for-sale securities, net of deferred income tax
effects.

The Company and its banking subsidiary (the "Bank") are subject to
regulatory risk-based capital adequacy standards. Under these standards, bank
holding companies and banks are required to maintain certain minimum ratios of
capital to risk-weighted assets and average total assets. Under the provisions
of the Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA),
federal bank regulatory authorities are required to implement prescribed "prompt
corrective actions" upon the deterioration of the capital position of a bank. If
the capital position of an affected institution were to fall below certain
levels, increasingly stringent regulatory corrective actions are mandated.

The June 30, 2006 risk based capital ratios for the Company and the
Bank are presented in the following table, compared with the "well capitalized"
and minimum ratios under the regulatory definitions and guidelines:

Total
Tier 1 Capital Leverage
Community First Bancorporation ............. 15.0% 16.0% 9.4%
Community First Bank .........cuuiiiieeeennn. 14.4% 15.5% 9.1%
Minimum "well-capitalized" requirement ..... 6.0% 10.0% 6.0%
Minimum requirement ........... ..t 4.0% 8.0% 5.0%

Off-Balance-Sheet Arrangements

In the normal course of business, the Bank is party to financial instruments
with off-balance-sheet risk including commitments to extend credit and standby

15
letters of credit. Such instruments have elements of credit risk in excess of
the amount recognized in the balance sheet. The exposure to credit loss in the

event of nonperformance by the other parties to the financial instruments for
commitments to extend credit and standby letters of credit is represented by the
contractual notional amount of those instruments. Generally, the same credit
policies wused for on-balance-sheet instruments, such as loans, are used in
extending loan commitments and standby letters of credit.

Following are the off-balance-sheet financial instruments whose contract amounts
represent credit risk:

June 30, 2006

(Dollars in
thousands)

17
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Loan CcommMitment s ... iine ettt ettt eeennnnn $ 28,828
Standby letters of credit ......... ... ... 1,384

Loan commitments involve agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally
have fixed -expiration dates or other termination clauses and some 1involve
payment of a fee. Many of the commitments are expected to expire without being
fully drawn; therefore, the total amount of loan commitments does not
necessarily represent future cash requirements. Each customer's creditworthiness
is evaluated on a case-by-case basis. The amount of collateral obtained, if any,
upon extension of credit is based on management's credit evaluation of the
borrower. Collateral held varies but may include commercial and residential real
properties, accounts receivable, inventory and equipment.

Standby letters of credit are conditional commitments to guarantee the
performance of a customer to a third party. The credit risk involved in issuing
standby letters of <credit is the same as that involved in making loan
commitments to customers. Many letters of credit will expire without being drawn
upon and do not necessarily represent future cash requirements. The Bank
receives fees for loan commitments and standby letters of credit. The amount of
such fees was not material for the three months or six months ended June 30,
2006.

As described under "Liquidity," management believes that its various sources of
liquidity provide the resources necessary for the Bank to fund the loan
commitments and to perform under standby letters of credit, if the need arises.

Neither the Company nor the Bank are involved 1in other off-balance sheet
contractual relationships or transactions that could result in liquidity needs
or other commitments or significantly impact earnings.

Item 3. - Quantitative and Qualitative Disclosures About Market Risk

The Company's exposure to market risk is primarily related to the risk of loss
from adverse changes in market prices and rates. This risk arises principally
from interest rate risk inherent in the Company's lending, deposit gathering and
borrowing activities. Management actively monitors and manages its interest rate
risk exposure. Although the Company manages other risks, such as credit quality
and 1liquidity risk in the normal course of Dbusiness, management considers
interest rate risk to be its most significant market risk and this risk could
potentially have the largest material effect on the Company's financial
condition and results of operations. Other types of market risk, such as
commodity price risk and foreign currency exchange risk, do not arise in the
normal course of the Company's community banking operations.

The Company uses a simulation model to assist in achieving consistent growth in
net interest income while managing interest rate risk. As of June 30 2006, the
model indicates that net interest income would increase $78,000 and net income
would increase $50,000 in the next twelve months if interest rates rose by 100

basis points. Conversely, net interest income would decrease $195,000 and net
income would decrease $125,000 in the next twelve months if interest rates
declined by 100 basis points. In the current interest rate environment, it

appears unlikely that there will be any large changes in interest rates in the
immediate future. The prospective effects of hypothetical interest rate changes
are based on a number of assumptions, including the relative levels of market
interest rates and prepayment assumptions affecting loans, and should not be
relied on as indicative of actual future results. The prospective effects also
do not contemplate potential actions that the Company, its customers and the
issuers of its investment securities could undertake in response to changes in
interest rates.

As of June 30, 2006, there was no significant change from the interest rate
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sensitivity analysis for the various changes in interest rates calculated as of
December 31, 2005. The foregoing disclosures related to the Company's market
risk should be read in conjunction with Management's Discussion and Analysis of
Financial Condition and Results of Operations included in the 2005 Annual Report
on Form 10-K filed with the Securities and Exchange Commission.
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Item 4. - Controls and Procedures

Based on the evaluation required by 17 C.F.R. Section 240.13a-15(b) or
240.15d-15(b) of the issuer's disclosure controls and procedures (as defined in
17 C.F.R. Sections 240.13a-15(e) and 240.15d-15(e)), the issuer's chief
executive officer and chief financial officer concluded such controls and
procedures, as of the end of the period covered by this report, were effective.

There has been no change in the Company's internal control over financial
reporting during the most recent fiscal quarter that has materially affected, or
is reasonably likely to materially affect, the Company's internal control over
financial reporting.
PART IT - OTHER INFORMATION

Item 4. - Submission of Matters to a Vote of Security Holders.

On Tuesday, April 25, 2006, the shareholders of Community First
Bancorporation held their regular annual meeting. At the meeting, one matter was
submitted to a vote with results as follows:

1. Election of three directors to hold office for three-year terms:

SHARES VOTED

AUTHORITY BROKER
DIRECTORS FOR WITHHELD NON-VOTES
Larry S. Bowman, MD 1,748,850 0 87,375
William M. Brown 1,748,850 0 87,375
John R. Hamrick 1,748,850 0 87,375
Frederick D Shepherd, Jr. 1,748,428 422 87,375

The following directors continue to serve until the expiration of their
terms at the annual meetings to be held in the years indicated and were not
voted on at the 2006 annual meeting: Robert H Edwards - 2007, Blake L. Griffith
- 2007, Gary V. Thrift - 2007, James E. McCoy - 2008, James E. Turner - 2008 and
Charles L. Winchester - 2008.

Item 6. - Exhibits
Exhibits 31. Rule 13a-14(a)/15d-14(a) Certifications

32. Certifications Pursuant to 18 U.S.C. Section 1350
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

COMMUNITY FIRST BANCORPORATION

August 11, 2006 /s/ Frederick D. Shepherd, Jr.

Date Frederick D. Shepherd, Jr., Chief
Executive Officer and Chief
Financial Officer
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EXHIBIT INDEX

31. Rule 13a-14(a)/15d-14 (a) Certifications
32. Certifications Pursuant to 18 U.S.C. Section 1350
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